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Summary 

In recent years, Congress has been increasingly concerned that other countries — 
China, Japan, Taiwan and Korea in particular — are manipulating the value of their 
national currencies in ways injurious to the U.S. economy. A spate of legislation was 
introduced in the 109 th Congress seeking to pressure foreign countries to revalue their 
currencies or seeking changes in the international financial system — particularly 
changes in the International Monetary Fund (IMF) — that would help accomplish that 
end. Similar bills are likely to be introduced in the 1 10 th Congress. 

Current law on this topic is defined by the Exchange Rates and International 
Economic Policy Act of 1988. Among other things, it requires the Secretary of the 
Treasury to analyze the foreign exchange rate policies of other countries, in consultation 
with the International Monetary Fund, to see if foreign countries are manipulating the 
value of their currency for the purpose of gaining unfair trade advantage or preventing 
effective balance of payments adjustment. When this is found, the Secretary is required 
to seek negotiations with the offending country multilaterally or bilaterally for the 
purpose of ending that situation. In recent years, many have thought that China is 
manipulating its currency for these purposes. The Treasury Secretary has not made a 
finding to this effect, however, on grounds that China does not meet all the criteria 
specified in the 1988 Act and that Chinese authorities have given assurances that they 
will raise the value of their currency. 

The IMF Articles of Agreement specify, in Article IV, that countries may not 
manipulate their currency for the purpose of gaining trade advantage or for preventing 
balance of payments adjustment. The IMF is responsible for exercising “firm 
surveillance” over countries’ exchange rate policies and for assuring their compliance 
with the Article IV rule. The IMF has no effective tools other than persuasion, however, 
with which to enforce its oversight responsibility. Previously, most of the IMF’s 
surveillance was done bilaterally through its annual consultations with member countries. 
In 2006, the Fund instituted a new program of multilateral consultations and it brought 
together China, Japan, the United States, Saudi Arabia and Euro area representatives to 
discuss the major financial and trade imbalances currently affecting the world economy. 
A report and possible recommendations are to be received in early 2007. 

Congress has sought in various ways to address trade problems which many believe 
are exacerbated by undervalued foreign currencies. Several bills were introduced in 2005 
and 2006 to establish countervailing duties or special tariffs on goods entering the United 
States from countries with undervalued currencies. These are intended to raise the 
domestic price of those goods to levels that would prevail if those currencies were valued 
at their appropriate level. Many of these initiatives might violate international trade rules, 
however. Advocates argue that the United States must take action to protect itself 
regardless. Other legislation has sought to require the Secretary of the Treasury to make 
a finding that China and other countries are currency manipulators. Another group of 
bills proposed that the United States should pursue reforms in the IMF that would give 
that international agency more authority to enforce Article IV and to stop countries from 
manipulating their currency. Many of the sponsors of the bills discussed in this report are 
reportedly planning to introduce similar bills in the 110 th Congress. This report will be 
updated as events warrant. 
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Background 

In recent years, Congress has been increasingly concerned that other countries 
— China, Japan, Taiwan and Korea in particular — are manipulating the value of 
their national currencies in ways injurious to the U.S. economy. 1 A spate of 
legislation was introduced in the 1 09 th Congress seeking to pressure foreign countries 
to revalue their currencies or seeking changes in the international financial system — 
particularly changes in the International Monetary Fund (IMF) — that would help 
accomplish that end. This is not a new issue. For several decades, U.S. policy 
makers in the Executive Branch and Congress have sought through legislation and 
the IMF to influence international exchange rate policy in ways they believe 
compatible with U.S. interests. 



Current U.S. Law on Exchange Rate Policy 

Two decades ago, Congress enacted the Exchange Rates and International 
Economic Policy Coordination Act of 1988 (called here the 1988 Exchange Rates 
Act) out of concern that “policy initiatives by some major trading nations that 
manipulate the value of their currencies in relation to the United States dollar to gain 
competitive advantage continue to create serious competitive problems for United 
States industry.” 2 Congress also said in the same section of the law that it thought 
greater cooperation among the major countries could reduce the distortions and 
uncertainties in financial markets and in the international exchange rate system. 

Economic theory holds that, if currencies are valued at rates that reflect their 
true relative value, the flow of world trade and investment will likely be based more 
on efficiency and comparative advantage and less on price distortions caused by 



1 For a discussion of exchange rate issues for individual countries, see CRS Report 
RL33178, Japan’s Currency Intervention: Policy Issues , by Dick K. Nanto, CRS Report 
RL30566, South Korea-U.S. Economic Relations: Cooperation, Friction, and Prospects for 
a Free Trade Agreement (FT A), by Mark E. Manyin, CRS Report RL32165, China’s 
Currency Economic Issues and Options for U.S. Trade Policy, by Wayne M. Morrison and 
Marc Labonte, and CRS Report RL33322, China, the United States and the IMF: 
Negotiating Exchange Rate Adjustment, by Jonathan E. Sanford. 

2 Exchange Rate and International Economic Policy Coordination Act of 1988, Title III of 
the Omnibus Trade Act of 1988. P.L. 100-418, section 3002 (statement of findings.) 
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exchange rate misalignment. 3 This is expected to enhance, in turn, the benefits that 
countries realize from international trade and to promote a more balanced pattern of 
growth in the world economy. 

The 1988 Exchange Rates Act requires the President (Section 3004) to confer 
with other countries on a multilateral basis to achieve better coordination in 
macroeconomic policies in order to ensure that their levels of trade and current 
account balances are sustainable. It also directs the Secretary of the Treasury to 
analyze the foreign exchange rate policies of foreign countries, in consultation with 
the IMF, to determine whether they are manipulating the exchange rate between their 
currency and the US dollar for the purpose of preventing effective adjustment or 
gaining unfair trade advantage. When this is found, the Secretary must undertake 
negotiations in the IMF or bilaterally for the purpose of eliminating this situation. 
The Secretary need not pursue such negotiations, however, if he deems this 
detrimental to U.S. interests. In any case, the Secretary must inform the Senate 
Banking Committee and the House Financial Services Committee of his 
determination. 

Section 3005 of the act requires the Treasury Secretary to report to Congress 
twice annually on currency market developments, the underlying economic factors 
that affect those developments, actions the United States has taken (“interventions”) 
to adjust the exchange rate of the dollar, and the impact of the dollar exchange rate 
on the U.S. international balance of payments, the U.S. economy and the 
competitiveness of U.S. industry. It also requires the Secretary to report whether 
countries are manipulating their currencies to the detriment of the United States and 
what steps he has taken to address that situation. 



The IMF and International Exchange Rates 

The IMF was created at the end of World War II to help stabilize the exchange 
rates among the world’s major currencies and to prevent a return to the patterns of 
currency manipulation and competitive devaluations which plagued the pre-war 
international economy. 4 Initially, under the IMF’s original format, the world was 



3 Economists would say that the best measure of the real comparative value of two 
currencies would be the rate which prevails when the economies of both economies are at 
macroeconomic equilibrium and market forces determine exchange rates. In practice, this 
situation is difficult to achieve, as countries may not always operate at their macroeconomic 
equilibrium (or at least they may not operate at this level simultaneously) and it is often hard 
to calculate what their equilibrium condition might be because key data are unavailable or 
are incalculable when economies are experiencing rapid growth or systemic change. 
Nevertheless, most economists would say that currencies which are free to change according 
to market conditions are likely closer to their “real” value than are currencies whose values 
are determined by official choice. 

4 See IMF. Articles of Agreement. Article I (Purposes.) Formulated at the United Nations 
Monetary and Financial Conference, Bretton Woods, New Hampshire, July 1 to 22, 1944. 
Signed at Washington, D.C., December 27, 1945 and effective that day. U.S. participation 
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